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Entire notional amount of the reference portfolio is hedged (3 cash flows)

$ 1.5 billion cash proceeds

Sponsoring Bank

SPV

$ 1.5 billion

Holds Portfolio

Credit Portfolio $ 1.5 billion of CLNs issued by Bank

Obligors in the reference portfolio

Credit Linked Note (CLN)

A security with an embedded credit default swap allowing the
issuer to transfer a specific credit risk to credit investors.CLNs
are created through a Special Purpose Company (SPC), or trust,
which is collateralized with AAA-rated securities. Investors buy
securities from a trust that pays a fixed or floating coupon during
the life of the note. At maturity, the investors receive par unless
the referenced credit defaults or declares bankruptcy, in which
case they receive an amount equal to the recovery rate. The
trust enters into a default swap with a deal arranger. In case of
default, the trust pays the dealer par minus the recovery rate in
exchange for an annual fee which is passed on to the investors in
the form of a higher yield on the notes.

Under this structure, the coupon or price of the note is linked to
the performance of a reference asset. It offers borrowers a
hedge against credit risk, and gives investors a higher yield on
the note for accepting exposure to a specified credit event.

of CLLNs

$ 1.5 billion o
Notes

$ 1.5 billion

cash proceeds
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Use a combination of Credit Default Swap and Credit Linked Notes

Default Payment and Pledge of
Central Govt Securities

Sponsoring Bank

SPV

$ 5 billion

Holds $ 400 million of

Credit Portfolio

Obligors in the reféerence portfolio

Buy"_$ 5 billion credit default swap
" Pay Annual Fee

Pay average default losses on all
senior unsecured obligations of
defaulted borrowers

Retained first-loss T %5 9 47 & (Expected

Losses)2. % #

position

~$400 million

pledged govt securities

$ 400 million

of CLN of cash

Senior
Notes

Junior
Notes
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Bilateral Transactions ( & cash flow (use CDS) )

First to default payment (first loss)

Highly Rated

Intermediary

Institution (A) Credit Default Swap Fee

Second to default payment

Highly Rated

Intermediary Institution

(B) Credit Default Swap Fee

Bank

$ 5 billion Credit

Reference Portfolio
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Use a highly rated intermediary institution

Credit Default Swap Fee

SPV
Holds $ 400 million of
Institution Default payment & pledge of Treasuries pledged Treasuries

Highly Rated

Intermediary

Default payment

gi .| &pledge of $ 400 million $ 400 million
g'}e Iltt i | Treasuries equal of CLLNs of cash
At to $ 400 million
wap
Fee | to cover losses

above 1% of the

reference assets
v

Sponsoring Bank
$ 5 billion Credit

Senior
Notes

Portfolio Junior

Obligors in the reference portfolio Notes
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Amortising vs. Revolving Securitization (&% * FTA# 2 FHF 4 )

Amortising:
SERA& (- =<#RI)
o E£FEHX (—=xEERI

o BRI

Principal Balance of Asset Pool =
Principal Balance of Securities

Revolving:

ARy Y13

Nt 1

« A S E

o T fctE AR

- BRIALERK
IAVAVAVAVAVAVAVAY

Seller’s Interest

Po

ol

ba

la
\

) ) Amortization /
Revolving Period Accumulation

Period




